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1 ($ 1.4bn) and on an annual basis ($ 134m in year 2 costs) would be the continuation of the

2 rate reductions from Act No. 258. However, making the Act No. 258 scenario permanent

3 with traditional utility financing would require evaluation of credit consequences for the

4 Company.

Figure l: Regulatory Asset — PV ofRevenue Requirements

Figure 2: Regulatory Asset —Revenue Requirements in Year 2

9 Q Please discuss how the Customer Benefits Plan compares with other options.

10 A As I just mentioned, the Customer Benefits Plan is not the lowest cost option for

11 ratepayers under traditional utility financing. The Customer Benefits Plan features similar

Testimony of Uday Varadarafan Page 15
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1 benefits to the Act No. 258 scenario in terms of impacts on present value of revenue

2 requirements ($ 1.6bn), but has very different impacts on current versus future ratepayers.

3 While the plan would provide a large benefit to current ratepayers ($ 1bn in net rebates to

4 current ratepayers), it would result in substantially higher ongoing costs for future

5 ratepayers over the next 20 years ($313m in year 2) as compared to costs over the next 50

6 years from continuation of Act No. 258 rate reductions.

7 Q What did you find regarding securltlzatlon?

8 A Across all scenarios, securitization can save between $0.5-2.0bn in total costs,

9 $50-235m in annual ongoing ratepayer costs (in year 2) relative to traditional utility

10 financing via a regulatory asset. Securitization also reduces annual ongoing ratepayer

11 costs by between $50-235m in year 2. That is anywhere from 2-10% reduction in total

12 ratcpaycr bills rclativc to thc usc of traditional utility financing of thc unrccovcrcd capital

13 costs for the units.

14
15 Figure 3: Savings from Securitization — PVRR

Testimony of Uday Varadaraj an Page 16
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Figure 4/ Savings from Securi tizati on — Year 2 Revenue Requirement

3 Q Are the securitization results from your analysis consistent with any other

4 analyses you have reviewed?

5 A Yes. The Office of Regulatory Staff commissioned a report from Bates White on

6 securitization. The July 18, 2018 report entitled Securitization and Its Potential Role in

7 Financing V.C. Summer Nuclear Costs similarly concludes that "Securitization of $3.3

8 billion could reduce the total estimated cumulative revenue requirement by as much as

9 $1.5 billion over 20 years based on certain simplifying assumptions." (emphasis added).

10 Q Which scenario using securitization provided the greatest savings to

ll ratepayers?

12 A Of the scenarios I analyzed, the Customer Benefits Plan with securitization can

13 deliver the greatest savings to ratepayers. The Customer Benefits Plan with

14 securitization—with or without an up-front credit—provides substantial cost reductions,

15 especially relative to the no merger benefits plan and base request scenarios proposed by

16 the Company. The cost savings on both a present value basis and in annual costs are

ttttps://www.regutatnrystaff.sc.gov/Documents/News%20Archives/BW%20Securitizaticn%20Repcrt%20
Jul 1 820 1 8.pdf
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1 comparable to the savings in the Act No. 258 scenario. However, one significant

2 difference between the Customer Benefits Plan and Act No. 258 scenarios is that the

3 Customer Benefits Plan provides the Company cost recovery on a much larger portion of

4 the nuclear unit costs. As a result, the securitized bond is significantly larger in the two

5 Customer Benefits Plan scenarios relative to the Act No. 258 scenario, and so are the

6 corresponding financing costs savings.

Figure 5: Securitization — PV ofRevenue Requirements

9
10 Figure 6: Securitization — Year 2 Revenue Requirements

Testimony of Uday Varadaraj an Page 18
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1 marginal cost basis. As Figure 7 shows below, the long-term marginal costs (operating

2 expenses and fuel costs, based on data reported by the company in its FERC Form 1

3 submission for 2016) of the majority of SCEgcG's older fossil generating assets (the dark

4 blue bars) are greater than the regional cost of a solar PPA (dashed yellow line). This

5 suggests that customers could save money if less fuel was burned at any of these

6 facilities, and the generation was replaced with purchased power from a solar facility.

7 However, customers would still be on the hook for paying the capital costs (the light blue

tl bars) associated with these old facilities. Customers could save even more if the

9 Company were to retire some of these plants and bundle the recovery of any outstanding

10 plant balances with the securitization of the unrecovered V.C. Summer unit nuclear costs.

11 That would increase the amount to be securitized, and provide capital that the Company

12 could rcinvcst in cheap, clean cncrgy, reducing rates for its customers while boosting its

13 earnings.

14
15

16

17

18

Figure 7: Comparison of the long-term marginal cost of electricity (sum of
reported operating and fuel expenses — dark blue bars) and capital costs (7ight
blue bars) of SCEd'cG's existing fossil plants with the total PPA price for new
regional solar (dashed yellow line) and on-shore wind (dashed blue line). Note
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